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25-Nov: Dollar strength gathered momentum

Equities, USD rose after FOMC minutes showed the Fed is open to quicker tapering

US reported strong consumer, housing, manufacturing & trade data
RBNZ hiked key rate by 25bps, NZD tanked

US stocks rose overnight, supported by a slew of positive US data. The latest FOMC
minutes showed policy makers debated the pace of asset tapering as well as the
concerns over high inflation. The S&P 500 rose 0.2% alongside NASDAQ that picked
up 0.4%. The Dow was little changed (-0.03%) from the previous session’s level.

Treasuries traded on a mixed note as traders digested the FOMC minutes. Short-
term yields rose while longer-dated yields edged lower. The yield on the benchmark
10Y UST fell 3bps to 1.63%.

The dollar staged a resurgence in the FX market on strong US data as well as
revelation that the Fed is open to quickening its asset tapering pace to address high
inflation. The dollar index rose 0.4% to 96.83. All G10 currencies weakened against
the USD except the CAD which stayed flat. NZD tanked over 1.0% after the RBNZ
appeared to have disappointed the market by delivering a 25bps rate hike, instead
of a larger increase.

USD/MYR advanced 0.3% to close at 4.2105 on Wednesday. MYR. We revised the
weekly range to 4.18-4.22 as the firmer USD overnight may continue to push the
pair higher given the little domestic catalysts to drive MYR.

Gold prices consolidated recent losses, trading on a muted note. Futures were little
changed (+0.03%) at $1784.30/0z. Crude oil prices stabilised as traders weighed
mixed oil related headlines. The weekly EIA report showed a 1million-barrels build-
up in US crude inventory.

This came a day after the US coordinated a move with major countries (China,
Japan, UK, India and South Korea) to tap into their respective oil reserves to curb
the elevated prices. In return, Saudi Arabia and Russia were reportedly considering
a move to pause the current plan to raise outputs. Brent crude slipped 0.1% to
$82.25/barrel. WTI ticked lower by 0.1% to $78.39/barrel.

Germany is expected to have a new Chancellor by Christmas. Olaf Scholz is expected
to replace outgoing long-time Chancellor Angela Merkel after clinching a new 3-
party coalition deal.

FOMC minutes revealed policy makers’ concern over inflation and divided opinions on
pace of asset tapering:

In the 2-3 November meeting, the Federal Reserve announced that it would start to
taper its monthly $120b asset purchase program, by $15b each in November and
December. The newly released minutes showed that policy makers made this
decision because the criteria of substantial progress in reaching maximum
employment as well as inflation had been met and in the latter case, more than

Key Market Metrics

Level did (%)
Equities
Dow Jones 35,804.38 -0.03
S&P 500 4,701.46 0.23
NASDAQ 15,845.23 0.44
Stoxx 600 479.69 0.09
FTSE 100 7,286.32 0.27
Nikkei 225 29,302.66 -1.58
Hang Seng 24,685.50 0.14
Straits Times 322115  -0.01
KLCI 30 1,522.27 -0.04
EX
Dollar Index 96.88 0.40
EUR/USD 1.1199 -0.44
GBP/USD 1.3328 -0.37
USD/JPY 115.43 0.25
AUD/USD 0.7196 -0.44
USD/CNH 6.3956 0.07
USD/MYR 4.2105 0.29
USD/SGD 1.3684 0.23
Commodities
WTI ($/bbl) 78.39 -0.14
Brent ($/bbl) 82.25 -0.07
Gold ($/oz) 1,784.30 0.03
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being met. The minutes also showed policy makers discussing at length the issue of
high inflation in the US. Policy makers still maintain the view that the higher
inflation may dissipate at some point as those pressures continued to reflect the
same pandemic-related imbalances and would likely abate when supply constraints
eased. Some pointed out that elevated inflation could prove more persistent.

It was revealed that some participants preferred a somewhat faster pace of
reductions that would result in an earlier conclusion to net purchases. Some
stressed that the beginning of asset tapering was not intended as a direct signal for
the next fed funds rate hike. They highlighted the more stringent criteria for raising
rate, compared to asset tapering.

Policy makers were divided over the pace of reduction, some officials said that the
Fed should be prepared to adjust the pace of asset purchases and raise rates sooner
than currently anticipated if inflation continued to run higher than levels consistent
with the FOMC’s objectives. On the other hand, a handful of officials prefer a
patient attitude, citing uncertainty about supply chains, production logistics, and
the pandemic.

Nonetheless, the FOMC would not would not hesitate to take appropriate actions
to address inflation pressures that posed risks to its longer-run price stability and
employment objectives.

US 3Q GDP revised up; personal income & spending rose; core PCE inflation at 4.1%:

The US third quarter GDP growth was revised higher to 2.1% annualised q/q rate,
from 2.0% prior. However, this is slightly below the expected revision to 2.2% q/q.
In the second quarter, the economy expanded by 6.7% q/q.

Initial jobless claims fell to 199k last week (prior: 270k), lower than the pre-
pandemic levels as the US hiring activity continued to outpace layoffs.

Personal income rose 0.5% m/m in October (Sep: -1.0%); this in turn supported the
1.3% m/m gain in personal spending (Sep: +0.6%). Both readings beat expectations.
The core PCE inflation surged to 4.1% y/y in October (Sep: +3.7%), highlighting the
continuing rise in inflation, driven by supply chain constraints and robust demand.
The University of Michigan Consumer Sentiment Index fell to 67.4 in November
(Oct: 71.7), attributed to consumers’ concern of “rapidly escalating inflation” and
the “absence of federal policies that would effectively redress the inflationary
damage to household budget”.

US exports rose to record high; core capital order growth highlights capex resilience:

US durable goods orders fell 0.5% m/m in October (Sep: -0.4%), but the core capital
orders, seen as a gauge of business investment, managed to pick up 0.6% m/m while
also accompanied by a strong upward revision to September’s reading (+1.3%
m/m). The reading points to strong demand on the part of US businesses at the start
of the fourth quarter.

The US goods trade deficit narrowed to $82.9b in October (Sep: -$97.0b), as exports
rose sharply by 10.7% m/m to a record high of $157b. In comparison, imports had
only picked up slightly (+0.5% m/m), albeit also to a record high level of $240b.

Solid housing demand in the US:

New home sales rose 0.4% m/m in October, better than expectations, but
September’s sales were revised down sharply to show a smaller increase of 7.1%
m/m, instead of the previously reported 14.0% growth. Nonetheless, housing
demand remained strong in the US, driving up the median price of a new home to
a fresh high of $407,700.

Mortgage applications rose 1.8% w/w last week following the 2.8% decline prior.
The applications to purchase homes recorded a solid 4.7% (a sign of strong demand)
while the refinancing applications gained slightly by 0.4%.

Japan PMlIs strengthened in November:

Japan’s economic activity rose at a quicker pace in the month of November
following the relaxation of economic restrictions as well as higher vaccination rates.
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The Markit manufacturing PMI rose to 54.2 in November (Oct: 53.2), according to a
flash reading to signal a solid improvement in the manufacturing operating
condition. Notably, the concurrently released services PMI also picked up to 52.1in
the same month (Oct: 50.7) adding to signs of a services sector revival in 4Q.

RBNZ raised OCR by a further 25bps:

The RBNZ raised the official cash rate (OCR) by 25bps to 0.75% as expected. This
followed a hike of similar magnitude in the previous meeting in early October. It
expects the New Zealand economy to recover as restrictions are eased and the
country moves into the Covid-19 Protection Framework. Key points from the
meeting minutes include tight labour conditions that were reflected in the stronger
aggregate wage growth. Inflation is expected to remain high in the near term, and
return to the midpoint of the target band (1-3%) over the next two years. It also
foresees continued rise in OCR combined with other factors such as tighter lending
rules to moderate rising house prices. It reaffirmed the plan to normalise policy
rate, citing “higher interest rates are now needed to maintain price stability and
maximum sustainable employment, and that the OCR remains their preferred tool
to do this”.

On a separate note, New Zealand’s trade deficit narrowed to NZD1.29b in October
(Sep: -NZD2.21b) Exports surged 22.6% m/m, thanks to the higher prices of primary
commodity exports while imports rose 1.0% m/m.

House View and Forecasts

FX This Week 4Q-21 1Q-22 2Q-22 3Q-22
DXY 94-96 94.50 95.00 95.50 96.50
EUR/USD 1.13-1.15 1.15 1.14 1.14 1.13
GBP/USD 1.33-1.36 1.35 1.35 1.34 133
AUD/USD 0.71-0.74 0.72 0.71 0.71 0.70
usD/JPY 113-115 112 113 114 115
USD/MYR 4.18-4.22 4.15 4.15 4.15 4.15
USD/SGD 1.35-1.37 1.35 1.34 1.33 1.34
Policy Rate % Current 4Q-21 1Q-22 2Q-22 3Q-22
Fed 0-0.25% 0-0.25% 0-0.25% 0-0.25% 0-0.25%
ECB -0.50 -0.50 -0.50 -0.50 -0.50
BOE 0.10 0.10 0.10 0.10 0.25
RBA 0.10 0.10 0.10 0.10 0.10
BOJ -0.10 -0.10 -0.10 -0.10 -0.10
BNM 1.75 1.75 1.75 1.75 1.75
Source: HLBB Global Markets Research
Up Next

Date Events Prior
25/11 JP Machine Tool Orders YoY (Oct F) 81.5%

HK Exports YoY (Oct) 16.5%
26/11 NZ ANZ Consumer Confidence Index (Nov) 98.0

AU Retail Sales MoM (Oct) 1.3%

MA CPI YoY (Oct) 2.2%

SG Industrial Production YoY (Oct) -3.4%
Source: Bloomberg
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer
or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a
part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising
out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group.
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.




